This paper examines the fraudulent sale of stocks and shares in shell companies by boiler rooms in order to defraud UK investors. It examines the law, the way boiler rooms are organised, the types of companies and scams used, and the markets involved including penny shares, US Regulation S stocks and the Over-the-Counter markets. It also examines the record of the UK regulators, primarily the Financial Conduct Authority (previously the Financial Services Authority) in acting against firms and individuals they had 'authorised ', and prosecutors in taking criminal actions against the perpetrators (usually unauthorised brokers running boiler rooms). The paper makes the point that whilst the public purse bears the costs of prosecution and compensation, the quasi-regulators (the professionals adding credence to a scheme) have rarely been pursued either as parties to a fraud or sued for negligence.
Introduction
For many years now, stock market scams in the form boiler room operations have posed a major problem not only in terms of their cost to the economy (regulatory costs and losses to victims) but also frustration because the scams are so easily avoidable. The purpose of this paper is to explain and discuss this type of stock and share scam.
i I have acted as an expert witness in most of the criminal cases and provided expert evidence in submissions to the Financial Services Compensation Scheme (FSCS) and, since the mid-1980s, studied their occurrence (Barnes, 1987) . The paper is arranged as follows: the law relating to the scam is first outlined and discussed, the workings of a boiler room, the operation of the 'Over-the-Counter' (OTC) market and the nature of penny stocks, are then explained and discussed. The criminal cases and the civil actions of the Financial Services London police and the recovery and restitution of money lost, and make some recommendations.
The Law

Historical background
The regulation of stockbrokers and dealers has traditionally been done by licensing. Under the Prevention of Fraud (Investments) Act, 1939 and later the Prevention of Fraud (Investments) Act, 1958, stockbrokers and dealers were required to be licensed by the Department of Trade and Industry (DTI). However, members of a recognised stock exchange, such as the London Stock Exchange (LSE), were exempted. In fact, there was an air of snobbery by those not having a license and being exempted. Having a licence was seen as an indication of inferiority. Investment 'advisers' as opposed to 'dealers' and certain investments outside the scope of the Licensed Dealers (Conduct of Business) Rules 1960 which banned door-to-door and telephone selling, were also excluded from regulation. There were also a number of unlicensed dealers who were not regulated in any way. In sum, the licensing system was arbitrary.
The various scandals and collapses which occurred in the 1980s demonstrated the deficiencies of the regulations and that once a company was given a licence, its customers had little protection (Pimlott, 1985) . The Barlow Clowes collapse in 1988 dramatically highlighted the inadequacies of licensing of dealers by the DTI. It incorrectly informed Barlow Clowes that it did not require a licence.
When it recognised it had made an incorrect decision in 1985, the DTI hastily issued one knowing that Barlow Clowes' books of account were inadequate. Barlow Clowes collapsed soon after, and given the circumstances of the issue of its license the Parliamentary Ombudsman decided that investors should be compensated (Baker, 1990) .
Under the Financial Services Act 1986, licensing was tightened up. A self-regulatory authority, the Financial Intermediaries, Managers and Brokers Regulatory Association (FIMBRA) was charged with the task of licensing all involved in financial services and imposing on them effectively a system of rule books. Under the Financial Services and Markets Act, 2000 (FSMA) FIMBRA was replaced by a regulatory authority, the FSA/ FCA. Both are/were operationally independent from Government and responsible for the investigation of possible misconduct and subsequent enforcement proceedings.
< INSERT TABLES 1 AND 2 ABOUT HERE >
The Law today purports to do so unless granted permission he/she is to be taken to have contravened the Act.
If an authorised person has contravened the Act, under Section 205, the FSA/FCA may publish a statement to that effect, a 'Decision Notice' or 'Public Censure' and, if he/she has contravened the Act, the FSA/FCA may impose a penalty (Section 206). The criteria used by the FSA/FCA when deciding if an authorised business' or individual's conduct has been proper and satisfactory are contained in their 'principles of business'. These are listed in Table 1 .
ii
The FSMA extended the powers of regulators in other ways. Section 397, which replaced section 47(2) of the Financial Services Act, 1986, introduced two new civil offences of market manipulation.
Here, it is unlawful for a person to:
(i) make a statement, promise or forecast which he knows to be misleading, false or deceptive or
(ii) dishonestly conceal any material facts whether in connection with a statement, promise or (iii) recklessly make (dishonestly or otherwise) a statement, promise or forecast which is misleading, false or deceptive.
Section 118 specifies seven types of market abuse. These are listed in Table 2 . It is unnecessary to show dishonest intention to commit market abuse; negligent action or inaction may be sufficient and it is irrelevant where the behaviour occurred, in the UK or abroad.
These types of fraud are also covered by the general offence of fraud under the Fraud Act 2006.
iii It can be committed in three ways: by false representation, failing to disclose information, and abuse of position. The latter has particular relevance to market abuse as it states that a person is in breach of this section if he/she occupies a position in which he/she is expected to safeguard, or not to act against, the financial interests of another person, dishonestly abuses that position, and intends, by means of the abuse of that position to (i) make a gain for his/herself or another, or (ii) cause loss to another or to expose another to a risk of loss. There are two basic requirements which must be met for the general offence to apply. The behaviour of the defendant must be dishonest and it must be his intention to make a gain, or cause a loss to another. However, it is no longer necessary to prove that a gain or loss has been made, or that a victim was deceived by the defendant's behaviour. Finally, it should be pointed out that brokers can act in the capacity as either the 'agent' or 'principal'. An agent is simply acting as a third party in the purchase or sale of a stock for a client.
Agents are typically paid a commission of about 1 percent. A principal stockbroker is selling shares it has already acquired either directly from the company as a part of a placement or in bulk from a market maker. In both instances the principal may be able to obtain the shares at a considerable discount to the market price or the price it charges the client. Principal trading therefore creates a significant conflict of interest for stockbrokers who are advising clients to buy shares especially if they stand to make a considerable profit from the transaction.
Boiler Room operations
How the scam operates.
See Figure 1 . Essentially, there are two aspects to the fraud. There is (A) the boiler room operation run by fraudsters purporting to be brokers and there is (B) the shell company (or companies) the owners of which are fraudsters purporting to be businessmen. Fraudsters A and B may effectively be the same individuals, i.e. they run a boiler room, set up and own the fake companies whose shares they sell. Instead of setting up a fake company they may decide to buy a defunct or moribund one from its previous owners at a nominal price. If its shares are already listed on an exchange, this would enable the fraudsters to effectively acquire a share listing cheaply and bypass a lengthy and complex process. Also, if they are known fraudsters or have a dubious reputation, they may find listing on a reputable stock exchange difficult.
Alternatively, fraudsters who have set up the companies or acquired exiting ones (B) may decide to employ an existing boiler room operation run by other fraudsters (A) and share the proceeds from the issue of the shares, say 50:50. Another scenario is that the companies run by (B) were legitimate businesses but found it difficult to raise equity or even innocently decided to employ a firm of brokers to raise capital not realising it was a boiler room operation run by fraudsters (A). In other words, in this scenario the members of Group B are not fraudsters but Group (A) are.
In most cases, the selling operation (i.e. the boiler room) will probably be from a separate location (e.g. Spain) to that of its official or purported base (e.g. a firm of stock brokers in London) and the companies' places of business (if they exist) and their registered offices (e.g. Nevada). The money sent by the victims, the buyers of the stock, will go directly to one of the two fraudster groups (A or B above) or their agents, who may be escrow agents or lawyers, and then transferred to another/other locations (e.g. in Hong Kong) i.e. laundered, quickly out of reach of investigators, asset tracers and recovery agents.
The shares will be part of a 'pump and dump scheme': that is aggressively sold over a certain period of time when the price and investor expectations are 'pumped'. At which point, whether the boiler room finds it too difficult to keep up the pretence, there are other companies' shares to sell or, for other reasons, decides to push another stock, the pretence ends, the share price ceases to be supported, i.e. 'dumped', and falls to zero or thereabouts, as it has no significant assets, no prospects of earnings and no real value.
The fraudulent brokers may have various strategies in order to maximise their profits. They may just decide to sell as many stocks as possible, simply choosing a new company name when they thing the previous one is exhausted or another becomes available. Some of the cases that have come to court suggest that this is a common practice. Another one is to initially recommend shares in genuine companies from which they would build up their trust with victim investors who would then be offered shares in one of the shell companies.
The organisation of a typical boiler room
The typical size of a boiler room is 20 staff comprising sales staff ('brokers') and managers. Those targeting investors in Europe will usually be locatedin Spain, v whilst those targeting the Australasian market will usually be located in Thailand, the Philippines, Cambodia or Laos where staff will have more diverse backgrounds. The boiler room will probably use technology and creativity to obscure its real location. Its salesmen may route calls through London dialling codes and direct investors to send payments to another location, probably in a reputable financial centre.
There is a fairly strict division of labour within the boiler room. At the bottom of the hierarchy are the 'qualifiers' who try to interest customers into making an investment. They may make unsolicited telephone calls and send out newsletters. Next are the 'verifiers' or 'openers' who call customers to make them more interested in the investment and their firm, win the confidence of the victim and sell them, perhaps initially, a small amount of shares. This may be followed up with hints of inside and other information suggesting how the price will rise. They will usually use false names. If the money is not forthcoming, a 'driver' will contact the victim saying that he/she has missed an opportunity as the price has risen in the meantime The driver may then offer the shares at the original price. Once the victim has paid for the shares he/she will hear no more. When the share price stops rising and falls he may then contact the firm in a panic. He/she will be put in contact with a 'cooler' who has the task of calming down victims. Victims are then transferred to a 'loader' whose job it is to persuade them to buy more while the price is low. Dissatisfied customers are often told that the original opener has left the organisation. Coolers are instructed to return no more than 25%
and if the pressure gets too great the boiler room may decide to close down and reopen under a new name. About 90% of victims soon accept the situation and write off the investment. Very few have recovered any of their money.
The salesmen who make the calls are typically well-spoken: In the case of targeting US or European investors they are typically male, English speaking, not highly educated but confident with good verbal skills with a background in telesales or at least have sales experience. Police say recruitment is being stepped up on university campuses in England to attract students hungry for jobs. Applicants are offered high earnings potential and full training is provided. Usually they are new to the business but aim to get rich quickly and to be able to demonstrate their wealth. Although turnover of staff is high, they are provided with incentives to remain working. Many have a record for dishonesty or violence. According to 'Operation Archway' in the UK, vi a quarter have criminal records of which half have a previous charge or impending prosecution for fraud. They are attracted to the lifestyle at the location -sun, sea, alcohol, soft drugs and access to prostitution -and they usually live in rented accommodation. Recruitment takes place through the internet, adverts and recruitment fairs.
vii If the latter, it is through third parties. Boiler rooms operating in Asia and Spain normally recruit from backpackers passing through.
Victims
Targeted victims are typically older people with money to invest such as inheritance, pension or redundancy payments. They are often affluent, well educated with previous experience of investment (FCA, 2013) . Many describe themselves as experienced investors having gained false confidence from their experiences during the Reagan-Thatcher era when they were actively encouraged to purchase stocks. Some have been the victims of other financial frauds and scams such as Ponzi schemes and lottery scams. 'Operation Archway' in the UK has estimated that 50% are aged over 65. The average amount lost is £20,000 and the largest individual loss to date recorded by the National Fraud Intelligence Bureau (NFIB) is £1.2 million. Although most victims are male, recently, there has been an increase in female victims and younger males indicating that the brokers will approach just about anyone. According to Operation Archway, boiler Room scripts suggest that the criminals find men are easier to deal with as 'women ask too many questions' and men are more likely to feel shame and not report crimes than women. UK investors are particularly vulnerable to cold calls because names of shareholders in publicly traded companies are required to be listed on registers which are publicly available.
Others knowingly involved in the scams
There are many professional groups involved effectively adding the reputation of their firm or profession to the credibility of the investment. Firstly, the accounting firms who act as auditors to the companies or reporting accountants in prospectuses and offers for sale/subscription. In those cases where the companies concerned have filed audited accounts, it is likely that that the accounting firm will know and understand the scheme, the financial arrangements, and the difference between it and what is understood by investors. In other words, it is reasonable to assume that the accountants/auditors know that the company they are putting their name to is part of a scam.
In a similar way the lawyers used by the boiler room and companies in the preparation of documents are likely to recognise the scheme as a scam and that they are allowing their name and reputation be used to mislead investors into thinking it is valid. The use of escrow agents to act as intermediaries in the receipt of money also has the effect of adding apparent legitimacy to something they should know is not.
Secondary scams -fake regulators and fraudulent recovery agents
After having been the subject of a scam, the investor may attempt to recover his/her money by contacting recovery agents and/or regulators. This may be seen by fraudsters as an opportunity to steal more from the victim and is common (FCA, 2013) . There are regular reports of 'phantom regulators' who confirm the reputational status of the fraudulent brokers or direct victims to firmsfraudulent of course -who claim to provide assistance in recovering the lost money. Usually, these fraudulent recovery agents require victims to submit personal identity and confidential information online on 'claim forms' for which they request a fee. Victims are also contacted by fraudulent recovery agents or someone claiming to be from the police or a government agency stating that they know the investor has been a victim of a scam and offer advice. There are other scams. The fraudsters may offer to exchange the stock for another one they are pushing provided the victim pays the transfer fee involved. The investor might also be told that the brokers have sold the stock and a large profit has been made but the victim needs to pay the capital gains tax bill to them before the proceeds can be released. Of course, this is not true.
Fake Companies and the markets in which they are sold
Most of the stocks sold to UK victims are in small US or UK companies ('microcaps') and known as 'penny stocks'. These are usually sold 'Over-the-Counter' (OTC) on a US, UK or European OTC market. If US stocks, they are likely to be what is known as Regulation S or 'Reg S' stocks. In other cases, they may not yet be traded on an OTC market but sold as 'pre-IPO' stocks which, when listed, their value will increase considerably.
Penny Stocks and Shares
The term 'penny stock' or 'penny share' generally refers to low-priced, highly speculative stocks generally sold on an OTC market and generally not listed on an exchange. In the UK, there is no official definition of penny stocks and different observers may use different criteria. Most will suggest an upper limit for the market price to be anything from 50p to £3. Others may specify a ceiling on the market capitalisation of the company. The website, www.pennystocksshares.co.uk suggests that a penny share must be one with a share price of less than £1 or a market capitalisation of less than £100 million. The FSA Handbook offered a complicated definition: 'A readily realisable security in relation to which the bid-offer spread is 10 per cent or more of the offer price, but not (a) a government and public security; or (b) a share in a company quoted on The Financial Times Stock Exchange 100 Index; or (c) a security issued by a company which, at the time that the firm deals or recommends to the client to deal in the investment, has a market capitalisation of £100 million or more (or its equivalent in any other currency at the relevant time). The SEC states 'Penny stocks may also be traded on securities exchanges, including foreign securities exchanges'
(https://www.sec.gov/answers/penny.htm). Penny stocks may trade infrequently, which means that it may be difficult to sell them. Also, if it is difficult to find quotations for a certain penny stock, it may be difficult, or even impossible, to accurately price.
For these reasons, penny stocks are considered speculative investments. In the US, broker-dealers are required under Section 15(h) of the Securities Exchange Act of 1934 to:
1. Approve the customer for the specific penny stock transaction and receive from the customer a written agreement to the transaction.
2. Provide the customer with a disclosure document called a Schedule 16G which describes the risks of investing in penny stocks. Customers must sign the Schedule 15G to show they have received it before the broker executes the trade in the stock.
3. Disclose to the customer the current market quotation, if any, for the penny stock; and 4. Inform the customer the amount of compensation the firm and its broker will receive for the trade. In addition, after executing the sale, a broker-dealer must send to its customer monthly account statements showing the market value of each penny stock held in the customer's account.
5. Wait at least two working days after sending the disclosure statement before executing the trade to give the customer time to consider the purchase.
6. Provide the customer a statement of his/her financial situation and investment goals explaining why penny stocks are a suitable investment for them.
7. Obtain from the customer written agreement to the transaction.
8. Send to the customer a monthly account showing the estimated value of each penny stock if there is sufficient information to make the estimate.
(The penny stock rules (Exchange Act Section 15(h) and Exchange Act Rules 3a51-1 and 15g: 1 -100).
As an illustration of the speculative nature of penny stocks, a few years ago, I took a sample of 100 US OTC stocks and studied their subsequent performance over a period of three years. Their adjusted prices (i.e. after stock splits, reverse stock splits and rights issues) at the end of each quarter year were obtained and the capital gain/loss computed. In respect of 33 stocks their prices had fallen by 90% or more over the three year period, i.e. effectively the investor had lost all its money and the stock price was negligible. A further 12 stocks' prices had fallen by between 80% and 90%. In other words, the investment in 45% of the stocks had effectively been lost. On the other hand, 20 stocks had risen in price, although two stocks' prices had more than doubled over the three year analysis period.
Over-the-Counter Market
Instead of being listed and traded on the main highly regulated stock exchanges, shares may be traded on what is usually referred to as the 'OTC market'. An OTC market is not a stock exchange in the way that the New York Stock Exchange (NYSE) and LSE are. It simply provides a means by which securities may be bought and sold. There is no central 'exchange'. Trading occurs via a network of middlemen, called dealers or broker-dealers, who hold stocks of shares to facilitate the buying and selling orders of investors, rather than providing an order matchmaking service as occurs on the large exchanges. Broker-dealers communicate and trade directly with each other and, in order to notify others they are willing to trade a security at a particular price, offer 'quotes' which are also displayed on financial websites. The important point is that the reported prices on a stock exchange are 'transaction based', i.e. derived from actual purchases and sales, whereas the prices shown on a financial website for OTC stocks are 'quotation driven', i.e. based on quotations from dealers as to the prices they state they would be prepared to buy or sell. As a result, OTC prices are more susceptible to manipulation as the broker-dealers are not bound by their quotes. Also, as there are no checks on the companies concerned and dealers and brokers, these stocks involve greater risks for investors. OTC Markets classifies its stocks using three 'tiers' based on the quality and quantity of information the companies make available (www.otcmarkets.com/learn/otc-market-tiers). These are:
OTCQX -for established investor-focused U.S. and global companies. They must meet high financial standards, demonstrate compliance with U.S. securities laws, up to date in their financial reporting and be sponsored by a professional third-party advisor.
OTCQB -for entrepreneurial and development stage U.S. and international companies that are unable to qualify for OTCQX. They must be up to date in their financial reporting and undergo an annual verification and management certification process. They must also meet a minimum $0.01 bid price test and may not be in bankruptcy.
OTC Pink x -for a wide spectrum of equity securities and brokers comprising companies for reasons of default, distress or design. They are sub-categorized by the level of information they provide. 
Reg S stocks
These are shares in US companies which, because they have recently been issued, cannot be held by US citizens until a period has elapsed (one or two years) at which point they need their restrictive transfer legend to be removed by a registered transfer agent before they can be traded. Until that time, if they do have a price, this will have been artificially created as there is no proper market in the stock. In the case of fraudulent Reg S stocks with no assets and no real business prospects, as soon as they can be openly traded, their price will collapse as they are worthless.
Regulation S is a regulation relating to US stock sold outside the US. Section 5 of the Securities Act, 1933 states that, unless they qualify for an exemption, securities offered or sold to the public in the US must be registered by filing a registration statement with the SEC. However, under Reg S, companies do not have to register stock they sell outside the US to foreign or off-shore investors. It frees companies from registering their stock sold outside the U.S., and makes it easier for foreign investors to purchase the stock of U.S. companies. The regulation was created in 1990. Regulation S contains two safe harbour provisions: an 'issuer safe harbour' and a 'resale safe harbour'. In both, Reg S requires that offers and sales of the securities be made outside the US and that an offering participant (which includes the issuer, the banks assisting with the offer and their respective affiliates) does not engage in 'directed selling efforts'. In the case of issuers for whose securities there is substantial US market interest, the regulation also requires that no offers and sales be made to US persons, including those physically located outside the US.
Securities acquired in unregistered private sales from the issuer, or an affiliate, are known as 'restricted securities'. When issued, they are stamped with a restrictive legend stating that they may not be resold in the market unless they are registered with the SEC or are exempt from the registration requirements. SEC Rule 144 allows public resale if certain conditions are met.
If the company that issued the securities is subject to the reporting requirements of the Securities Exchange Act of 1934, the securities must be held for at least six months but, if not, they must be held for at least one year. The relevant holding period begins when the securities were bought and fully paid. However, even if the conditions of Rule 144 have been met, restricted securities cannot be sold to the public until the legend has been removed from the certificate by a transfer agent. It will only agree to do so if the stock holder has obtained the consent of the issuer for the restricted legend to be removed, usually in the form of an opinion letter from the issuer's counsel. Unless this happens, the transfer agent does not have the authority to remove the legend and execute the trade. Therefore, to begin the process, an investor needs to ask the issuing company about the procedures for removing a legend (www.sec.gov/investor/pubs/rule144.htm).
Most Reg S companies that are part of boiler room stings are incorporated in US states such as Nevada, Delaware, Wyoming, Alaska and Florida, particularly the first two which encourage companies to incorporate there by offering various advantages including tax benefits and a relatively liberal regulatory environment. xi At the forefront of this has been Delaware but in recent years
Nevada has tried to 'out Delaware' Delaware (http://en.wikipedia.org/wiki/Nevada_corporation). OTCBB companies can obtain a dual listing on these exchanges at a relatively small cost, This may
give the impression of the company's shares being traded on international markets and when victims complain that they are unable to sell their shares on one market, this may help a boiler room sales person to say that there is a good market elsewhere.
The manipulation of prices and information influencing them
Most schemes involve not only simple theft by selling shares in effectively worthless companies but also the 'pumping' of a company's stock price, the creation of the appearance of an active and liquid market, or public perception of the company. There are various ways in which this may be done. The publication of incorrect and misleading press releases to raise expectations is common. Financial statements are also manipulated -if they are reported. Many fake companies whose shares are available OTC may not comply with reporting requirements, e.g. those of the SEC.
A share price may be altered at a stroke by means of a 'stock split' or a 'reverse stock split'. These are perfectly legal procedures, the former often used by listed companies in the belief that it would make trading in their shares easier as their unit price is smaller. A stock split is simply the division of a share into smaller units. For example, if you held one share, a two for one split would cause you to own twice as many shares, in this case two. As nothing else has changed to affect the company's value other than the number of shares in issue has doubled, the value of each one (and therefore the new price) will be half of that which it was before. A reverse stock split is precisely the opposite.
For example, if you held two shares, a one for two reverse split would cause you to hold half as many shares, in this case one, but it would now be valued at twice what it was previously. The effect on the price of a share is to cause it to rise by the relevant proportion; here by 100 per cent.
Theoretically, a share's market price would adjust precisely in line with the proportional effect described. However, this may not always be the case as a sophisticated market may see a split or reverse split as having 'information content' and adjust to that as well. In a less sophisticated market in which scams occur, these changes may not be seen as artificial devices designed to change the price of a share but to be believed and/or presented as real changes; in the case of a stock split, a windfall increase in the number of shares the investor holds and a reverse stock split as a windfall increase in the share price.
Finally, in the case of OTC stocks it is possible that the 'market makers' themselves may manipulate reported prices and volume of trade. As the prices are 'quotation-based' rather than 'transactionbased' effectively they may return price quotations of whatever figure they may choose. It would be another matter if they actually agreed to buy or sell stocks at that price. False volume data may be achieved by means of artificial sales, say from one market maker's hand to its other or from one market maker to another.
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The Frauds
Cases
The criminal cases brought in the UK against boiler rooms since 2009 are listed in Table 3 . There have been nine. There were earlier cases brought against fraudsters, mainly in the US whose victims were UK citizens but the fraud perpetrated there, notably Bruckman and Trafalgar Capital (UK) in
1985.
xiv Cases in which the FSA or the FCA has acted against boiler room operators are listed in Table   4 . shown that the firm is a clone or an authorised representative of an authorised firm, compensation is not available.
Prevention, recovery and restitution
In the UK, if a fraudster is found guilty in a criminal case, under the Proceeds of Crime Act he/she is required to repay the funds obtained illegally. All funds in the fraudster's possession are assumed to have been obtained illegally unless the fraudster(s) is able to prove otherwise. In which case, if the action is quick enough, it is possible that a confiscation order obtained from the court, their bank accounts frozen, and the fraudsters ordered to return the stolen money before the money is transferred abroad. xxi How successful this is in practice is not known as in most cases the amount distributed to the victims is not made public. xxii Also, unfortunately, for the victims, there have been relatively few cases brought to court, the fraudsters' money could not be traced, or were outside the reach of the court. What has happened, particularly in the US, is a plea bargain in which restitution of some of the lost money is bargained in return for a lighter jail sentence. It has also been possible for the FSA to obtain a freezing order against a US fraudster for it to return money to UK victims of a boiler room operation.
xxiii Finally, in rare instances the victims have been able to recover the lost money from the fraudsters.
One investor who was the victim of boiler room scams on various occasions was able to largely recover the lost money by means of aggressive calls, letters, visits to company offices and the employment of a private detective able to pressurise the fraudsters into agreeing to repay the amount invested. But what about the quasi-regulators, the professionals adding credence to the offer of shares, the reporting accountants, auditors, lawyers, escrow agents and share registrars? If the red flags of a scam should be obvious to investors, the professionals would surely recognise a fraudulent scheme.
Even if the fraudsters were not charged, they could still be. These professionals will also have stringent money laundering reporting obligations. How the money raised in a share issue was spent and where was it sent to are important matters. In only two cases has action been taken against But of course, as the latter indicates, the fraudsters are likely simply to relocate (the most recent criminal case relates to a boiler room thought to be operating out of the Caribbean). Also, as the regulators become more effective or the likelihood of prosecution increases, fraudsters may turn away from shares to other financial instruments and investments that are not so closely regulated.
Recent cases of boiler rooms selling bonds, foreign exchange, futures, carbon credits, even fine wines as investments suggest this to be so. Table 1 FSA/FCA Principles of Business 1. Integrity: A firm must conduct its business with integrity.
2. Skill, care and diligence: A firm must conduct its business with due skill, care and diligence.
3. Management and control: A firm must take reasonable care to organise and control its affairs responsibly and effectively, with adequate risk management systems.
4. Financial prudence: A firm must maintain adequate financial resources.
Market conduct:
A firm must observe proper standards of market conduct.
6. Customers' interests: A firm must pay due regard to the interests of its customers and treat them fairly.
7. Communications with clients: A firm must pay due regard to the information needs of its clients, and communicate information to them in a way which is clear, fair and not misleading.
Conflicts of interest:
A firm must manage conflicts of interest fairly, both between itself and its customers and between a customer and another client.
9. Customers: relationships of trust: A firm must take reasonable care to ensure the suitability of its advice and discretionary decisions for any customer who is entitled to rely upon its judgment.
10. Clients' assets: A firm must arrange adequate protection for clients' assets when it is responsible for them.
11. Relations with regulators: A firm must deal with its regulators in an open and cooperative way, and must disclose to the appropriate regulator appropriately anything relating to the firm of which that regulator would reasonably expect. Table 2 The seven types of market abuse (FSMA, 2000)
1. Insider dealing.
2. Improper disclosure -of inside information to another.
3. Misuse of information -behaviour based on information that is not generally available that would affect an investor's decision about the terms on which to deal.
4. Manipulating transactions -trading, or placing orders, to give a false or misleading impression of the supply or demand for an investments, raising its price to an abnormal level.
5. Manipulating devices -trading, or placing orders, which employ fictitious devices or any other form of deception or contrivance.
6. Dissemination -knowingly providing information that gives a misleading impression about an investment.
7. Distortion and misleading behaviour -to gives a misleading impression or distorts the market in an investment. 
